G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/




o—
o
-
I
=]
N
B
W
N
(8.1

== 12
||“| T
= e

MICROCOPY RESOLUTION TEST CHART
NATIONAL BUREAL} OF STANDARDS
STANDARD REFERENGE MATERIAL 1010a
(ANSI and 150 TEST CHART No 2)




14232 ...

LINMITED

UNIDO/IS.503
UNITED NATIONS 21 December 1984
INDUSTRIAL DEVELOPMENT ORGANIZATION ENGLISH

THE PRESENT SITUATION OF THE AGRICULT MACHINERY INDUSTRY
IN NORTH AMERICA AND WESTERN EUROPE | ’

Sectoral -Working ‘Paper -Series

No. 24

3 dmes Mev-cl/la th

Sectoral Studies Branch
Division for Industrial Studies

V.84-94547




SECTORAL WORKING PAPERS

In the course of the work on major sectoral studies carried
out by the UNIDO Division for Industrial Studies, several working
papers are produced by the secretariat and by outside experts.
Selected papers that are believed to be of intcrest to a wider
audience are presented in the Sectoral Working Papers series.
These papers are more exploratory and tentative than the sectoral
studies. They are therefore subject to revision and modification
before being iacorporated into the sectoral studies.

This document has been reproduced without formal editing.

The designations employed and the presentation of material in this
document do not imply the expression of any opinion whatsoever on the part of
the Secretariat of the United Nations concerning the legal status of any
country, territory, city or area of its authorities, or concerning the
delimitation of ics frontiers or boundaries.

Mention of company name and commercial products does not imply the
endorsement of the United Nations Industrial Development Organization (UNIDO).

This paper was prepared by Messrs. James Merchaat and David Dornbusch for
North America and Messrs. Pascal Bye and Jean-Jacques Chanaron for Western
Europe. The views expressed do not necessarily reflect the views of the UNIDO
secretariat.




Preface

As a part of the ongoing study work on the agricultural machinery sector
the Sectoral Studies Branch of UNIDO's Division for Industrial Studies has
commissioned two papers giving a general overview of the present status of the
North American and Western European Agricultural Machinery Industry and a
short-term market outlook. The main findings of these papers will ultimately
be integrated into major studies of the agricultural machinery sector.
However, it was believed that it would be of interest to present in advance

the integral text of these consultancy papers, which are of a topical nature.

The paper on North America has been prepared by James Merchant and David

—_———.

Dornbusch (Dornbusch and Company)}. The paper on Western Europe has been

.preparcd by Pascal Bye and JeamrJacques Chanaron (University of Grenoble,

France). The two papers have been put together into one, by the UNIDO
secretariat. The views expressed are those of the consultints and do not
necessarily reflect the views of the UNIDO secretariat. Tables without

explicit indication of source have been elaborated by the comsultants.
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EXPLANATORY NOTES
References to dollars ($) are to United States dollars, unless otherwise
stated.
A comma (,) is used to distinguish thousands and millions.
A full stop (.) is used to indicate decimals.

A slash between dates (e.g., 1980/81) indicates a crop year, financial
year or academic year.

Use of a hyphen between dates (e.g., 1960-1965) indicates the full period
involved, including the beginning ar end years.

Metric tons have been used throughout.
The following forms have been used in tables:

Three dots (...) indicate that data is not available or is not
separately reported.

A dash (-) indicates that the amount is nil or negligible.
A blank indicates that the item is not applicable.

Totals may not add up precisely because of rounding.




1. INTRODUCTION

North American agricultural machinery producers experienced another year
of declining sales in 1983, Despite the decrease in sales, however, the
indusiry as a wnole reduced its losses in earnings in 1983. Early 1984 data
indicate that sales have increased slightly in 1984 over 1983, and that the
industry's earnings are continuing to increase. Most manufacturers were
forced to cut costs substantially during the past four years to weather the
sales decline. Costs were tcimmed by decreasing manufacturer, but not dealer
inventories, reducing employment, closing factories, prolonging shutdowns,
restru:turing divisions and selliag subsidiaries. Althoughk International
Harvester's condition is still precarious, most firms in the industry appear
to be stronger financially than one year ago. Any improved sales volume could

restore profitability to most firms.

The 1980-1983 decline in agricultural machinery sales has been largely
world-wide. TInternational tvrade to and irom the 'nited States remains far
below the 1979 lew21l, although imports in 1983 gained 9 per cent over 1982.
Low farm incomes resulting from low commodity prices are the primary reason
for the world-widz drop in sales. Other reasons are also important in
srecific markets. Balance-of-payments difficulties in debtor nations have
evoked nard currency restrictions that preclude machinery imports. High
interest rates have made capital purchases relatively less appealing
everywhere, The strergth of the United States dollar disadvantages exports
from United States factories, but improves profitability at subsidiary plants

located outside the United States.

The outlook during 1984 is for improved sales of agricultural machinery,
as industry sources expect sales gains in North Ameri:a, South Africa,
Australia and Latin American nations without severe balance-cf-payment
problems. Sales declines are forecast for Europe, Latin American debtor

nations and the Middle-East.

The crisis on the European tractor and farm machinery market is part of a
recession which has affected the whole of the world market since the

mid-seventies. In Europe, the level of tractor sales has however been




-2 -

stabilized since 1981 around 270,000 units, and thus still accounts for a
third of world registrations, excluding the planned economies. This market
therefore constitutes an important outlet for the major producers whose
respective positions have changed considerably. The Italian constructors
(Fiat and Same) have increased their penetration rate at the expense of North
American transnationals (Massey Ferguson, International Harvester, Ford)
whereas the French (Renault), German (Deutz, Fendt), Austrian (Steyr) and
Finnish (Valmet) constructors have maintained their sales, benefitting from

their implantation on their respective home markets.

This stabilization of sales on the European market should bring about a
scenario of market sharing. The North American constructors would thus
conserve the British market, and specialize their European plants in low and
medium-range models to be exported towards the United States, Canada and Latin
America, while John Deere will continue to occupy the high quality range. The
European constructors should maintain their leading positions on their home
markets, with comparison on the export market outside Western Europe for some
of them. The Japanese constructors would thus prcgressively take over the

bottom range by means of production and marketing agreements.

The market for other equipment are also in a state of crisis. Thus, the
drop in sales of combined harvesters has accelerated since 1981, which has
worsened the situation for the major producers. For draught equipment, the
trends are less clear-cut although a downward tendency is general in the

medium-term, as competition between constructors becomes more intens..

The hypothesis of a recovery of tractor and farm machinery sales in the
near future seems unlikely, as long as the main depressive factors continue to
operate: restrictions on milk and grain production, pressure on farmers'

incomes, overstocking of farms in conventional machirery.

These conditions, the restructuring of the industrial apparatus (factory
closures; reorganizations of services; regrouping but also implantation of new
plants) among the major manufacturers, is accelerating. Technical, and more
significantly, marketing agreements between specialized machinery
manufacturers and tractor constructors are becoming more freaquent, although it

is not possible to talk of a renewal of the product range,
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The progressive automation of the manufacturing process, at least among
the major producers, seems to be tending to lower their costs and enhance

their competitiveness on a world level,

The option of electronic modules, described as on-board electronics is
intended to stimulate a sagging demand by improving the technical performance

of present equipment.

Despite the fact that it is now threatened, the farm machinery industry

remains more oriented towards marketing strategies than innovation strategies.

%
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2. GENERAL OVERVIEW OF THE NORTH AMERICAN AGRICULTURAL MACHINER?! SECTOR

2.1 Agricultural machinery sector data

The North American agricultural machinery sector is characterized by
several large transnational firms producing a full range of tractors and
implements and by a multitude of smaller, more specialized firms. The United
States Department of Commerce estimates that the largest four firms account
for 46 per cent of sector shipments.l/ Tre largest firms typically produce
machinery in the United States, Canade, one or more European countries, and
one or more large developing countries such as Brazil or Argentina. Several

large companies also maintain assembly plants in smaller developing countries.

Data on the agricultural mzchinery indstry in North America is primarily
from two sources. Corporate Annual Reports provide company-specific sales and
emp loyment data s well as financial information. However, the Annual Reports
typically do not differentiate production, employment and financial data
according to where the production occurs or even between agricultural
machinery production and production of other goods. Therefore, the
information from Annual Reports generally contains data from several countries
and from several product types. Tables 1 to 4 are based on Annual Report data
from eizht of the largest North American agricultural machinery producers,
representing a majority of sector production. The remainder is shared by

several hundred smaller companies.

The second major data source is United States Department of Commerce
statistics. The Department of Commerce reports data on employment, shipments,
prices and inventories for United States producers of agricultural machinery.
Shipment data are reported for specific products and focus on domestic
agricultural machinery. 1In contrast, employment and inventories are reported

for the companies comprising the agricultural machinery sector and include

1/ United States Department of Commerce, Burecau of Census. Current
Industrial Report, MA~35A, "Farm Machinery and Lawn and Garden Equipment™.
1982 and earlier,
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data for nomagricultural machinery production, as well. Import and export
data are reported on a product basis. The Department of Commerce does not

report company-level data or industry financial data such as earnings.

2.2 Structural -changes in-the North-American-agricultural machinery industry

Table 1 reports the sales and profitability of eight major North American
agricultural machinery manufacturers. The figures are expressed both in
current dollars and in constant 1983 dollars., Table 1 shows industry sales
peaking in nominal prices in 1981 and in real prices in 1979. Both measures
demonstrate that sales in 1983 were more than 20 per cent lower than the
already depressed 1982 level. 1In real terms, 1983 sales were less than half
of thcse in 1979. The industry turned from profitability to losses in 1980,
even excluding Ford's losses which were largely due tu its automobile
manufacturing. Over the past three years, seven of the eight manufacturers

have reported losses — massive losses for three of the eight.

Despite declining sales, the industry as a whole reduced its losses in
1983. Ford Motor's company-wide profits dominated the industry's earnings,
but five of the other seven companies eirther reduced their losses or showed a
profit. So far in 19#% the industry is continuing this tvrnaround. Even
excluding Ford Motor's profits, the industry's earnings are almost back to

break—-even after four years of heavy losses.

Table 2 focuses on the year-to-year changes in sales and profits. It
shows clearly the extraordinary turnaround in profitability in 1983. With
sales continuing to drop in 1983, real profits increased (or losses decreased)
by an aggr:gate of over $US 4 billion., Even excluding Ford Motor, whose
earnings are dominated by automobile production, industry profitability
increased over $US 1.b billion. The early 1984 data show modest sales gains

(the first since 1979) and additional large profit increases.




Table 1. World-side sales and profits, eight North American agricultural mechinery producers
(mill‘ons of $US)

Annual ssles and profits Most _recent period
1978 1979 1980 - 1981 1982 1983 1983 - 1984
Company name a b 'Y b . b [ b [ b [ b s b s b i/
Allis-Chalmers
Sales ¢/ 9% 1,219 937 1,345 939 1,182 924 1,046 603 632 512 512 n.s. n.s. n.s. n.s. H
Protits 89 136 114 160 b ] 92 -3 -3 -152 -159 -36 -36 93 -93 - 28 -27
J.1. Case
Sales d/ 1,386 2,122 1,674 2,353 1,671 2,104 1,798 2,035 1,458 1,529 1,412 1,412 n.s. n.a, n.a. n.s, n.s.
Profits 41 63 7 52 /] o 19 22 -3 -3 ~-56 -56 n.s. n.a, n.e. n.a.
John Deere
Sales e/ 3,297 5,048 3,936 5,533 4,489 5,651 4,665 5,280 4,033 4,230 3,314 3,314 1,621 1,621 1,709 L, 854 H
Profits 265 406 nm 437 228 287 251 284 53 56 23 23 82 82 6 6
Ford Motor
Sales e/ £/ 9719 1,499 1,496 2,103 1,222 1,538 1,280 1,449 1,097 1,151 1,010 1,010 173 173 261 253 Q
Profits 1,589 2,433 1,169 1,643 -1,543 -1,942 -1,060 -1,200 -658 ~-690 1,867 1,867 211 21 897 .11 ]
- Hesston
Sales 166 254 229 322 241 303 280 317 254 266 254 254 101 101 106 103 H
Prolits -4 -6 6 8 1 1 4 ) -8 -8 2 2 2 2 3 3
1nternstional
Hervester
Sales e/ g/ 2,348 3,595 3,069 4,313 2,507 3,158 2,780 3.3n 1,864 1,955 1,349 1,3%9 662 662 n? 694 H
Profits 18?7 286 a27 600 -291 ~374 -351 -397 -1,738 -1,823 ~485% <485 -270 -270 -56 -%4
Masscy- Ferguson
_ Sales 2,60 4,029 2.9 4,180 3,132 3,061 2,646 2,995 2,058 2,159 1,535 1,535 .03 403 36% 353 Q
Profits -262 ~401 k2 $2 ~-225 -283 -195 -221 -413 -433 -68 - 68 18 -18 2 2
Sperry-dNew Nolland
Sales b/ 52 1,151 876 1,232 1,039 1,308 1,087 1,230 1,013 1,062 706 106 106 106 129 706 Y
peofits 109 187 127 179 138 174 117 132 69 12 -30 -30 -30 -30 43 42
Total
Sales 12,355 18,918 15,210 21,383 15,240 19,185 15,660 17,724 12,380 12,985 10,092 10,()2 3,666 3,666 3,887 3,763
Profits 2,014 3,084 2,228 3,132 -1,625 -2,046 -1,218 -1,379 -2,850 -2,989 1,217 1.217 -280 -280 867 239

{a) Curre
{(b) 1983

¢/ Sales
d/ Sales
e/ Sales
{7 Sales
g/ Prior
b/ Sales

al prices.
prices.

and profits pertain only to agricultucal machinery and materials handling equipmont,

and profitls pertain only to agricultural and construction machinery.

pertain only to agricultursl machinery; profils are company wide.

are estimatcd by multiplying unit tractor sales by $US 15,000 (1982 prices).

saraings vestated in 1983.

and profits pectain only to agricultural wachinery; opecsting profits are before inLerest on company-wide debt.

i/ Q: quarter; W: half; ¥Y: yeer-end; n.s.: not available.




Table 2.

Annual change in sales and profitability,
(millions of 1983 $US)

eight North American agricultural machinery producers

Comparable

Annual changes periods

Company name 1978-79 1979-80 1680-81 1981-82 1982-83 1983-84
Allis-Chalmers Change in sales 127 -163 -136 -413 -120 n.a.
Change in profits 24 -68 -95 ~156 123 66
J.1. Case Change in sales 231 -250 -69 -506 -117 n.s.
Change in profits ~11 -52 22 -25 -53 n.a
John Deere Change in sales 485 118 -371 -1,050 -916 33
Change in profits 31 -150 -3 -228 -33 88
Ford Motor Change in sales 604 -565 -90 -2%4 -91 80
Change in profits ~-7190 -3,586 743 510 2,557 657
nesston Change in sales 68 -19 14 -50 -12 2
Change in profits 15 -7 3 -13 10 1
Internstional Change in sales 719 -1,159 217 -1,418 ~-606 32
Harvester Change in profits 314 ~-974 -23 -1,426 1,338 216
Massey-Ferguson Change in sales 151 -237 -948 -836 -624 ~-50
Change in profits 453 -335 63 -212 365 20
Sperry-New Holland Change in sales 80 76 -78 -168 -356 0
Change in profits 12 -5 -41 -60 -102 12
Total Change in sales 2,465 -2,198 -1,461 ~-4,739 -2,844 96
Change in profits 48 -5,178 667 -1,611 4,206 1,119
Total less Ford Change in sales 1,861 -1,633 -1,372 -4,441 -2,752 17
Motor Change in profits 838 -1,592 ~-76 -2,120 1,649 h62

Source: Data {rom table 1.
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Even International Harvester has accomplished a turnaround. It reduced
its losses by $US 1.3 billion in 1983, and by 2 further $US 200 million in the
first half of 1984. The coupany's problems persist, however, with recent

losses reducing stockholders' =quity to minus 3US 450 million.2

The sales and profitability data irdicate an important structural change
in the industry. The restructuring and cost cutting achieved by major
manufacturers have decreased the break—-even level of production to far below
its former level, in Massey-Ferguson's case to half its 1977 level. The
manufacturers appear to have greatly improved their operational effiiciency and

are poised to further improve their earnings when sales increase.

Table 3 contains manufacturers' and dealers’ inventories for six North
American agricultural machinery producers. Ford Motor and Allis-Chalmers are
omitted because their agricultural machinery production constitutes less than
S0 per cent of their total business and inventory data are not reported
separately. Table 3 shows that dealer inventories have remained steady in
real terms, even in the face of declining sales. In contrast, manufacturers
have been drastically cutting inventories. In real terms, manufacturers'
inventories at the end of 1983 stood at 31 per cent of 1979 year—end
inventories. Some of this inventory reduction has been achieved by selling
off divisions or production facilities (International Harvester and
Massey-Ferguson), but all producers have substantially reduced their

inventories.

So far in 1984, manufacturer inventories have declined further, more than
offsetting the slight rise in dealer inventories. The decline in inventories
may finally be over, as manufacturers have largely completed their

restructuring plans and as sales have probably stopped falling.

Table 4 shows that world-wide employment for five North American
agricultural machinery producers has now fallen by hal. since 1979.

International Harvester and Massey-Ferguson have each curtailed employment by

2/ International Harvester Company, Annual Reports, 1982 and 1983,
Chicago, IL.




Table 3. Manufacturers®' and dealers’ inventories, {ive North American agricultural machinery producers
(millions of $US)

N Year-end Mosgt recent period
Company name 1979 1980 1981 1982 1983 1983 1984
J.1. Case Mfr. inventory a/ $710 524 437 425 424 n.a. n.s.
Dealer inventory b/ 519 660 955 882 916 n.a. n.a.
Total inventory c/ 1,089 1,184 1,392 1,307 1,340 n.s. n.a.
Total inventory d/ 1,531 1,491 1,575 1,371 1,340 n.a. n.a,
John Deere Mfr. invenlory 886 877 872 761 632 705 137
Dealer inventory 1,402 2,093 2,374 2,661 2,717 2,952 3,049
Total inventory c/ 2,288 2,970 3,246 3,422 3,349 3,657 5,786
Total inventory d/ 3, 217 3,739 3,674 3,589 3,349 3,657 3,664
Hesston Mf{r. inventory 87 96 87 $9 48 n.a. n.a.
Dealear inventory 82 99 11 153 178 n.a. n.a.
Total inventory c/ 169 195 200 212 226 n.a. n.a.
Total inventory d/ 238 245 226 222 226 n.a. n.a.
International Mir. inventory a/ 2,455 2,567 1,846 159 619 144 728
Harvester Dealer inventory 806 769 555 305 255 277 267
Total inventory c/ 3,261 3,336 2,401 1,064 874 1,021 995
Total inventory d/ 4,585 4,200 2,717 1,116 874 1,021 963
Massey-Ferguson Mfr. inventilory 1,098 %89 747 626 483 577 539
Dealer inventory 673 875 835 627 484 538 507
Total tnventory c/ 1,771 1,864 1,582 1,253 967 1,115 1,046
Total inventory d/ 2,490 2,347 1,791 1,314 967 1,115 1,012
Total Mfr. invenlory 5,096 5,053 3,989 2,630 2,206 2,026 2,004
Dcaler inventory 3,482 4,496 4,832 4,628 4,550 3,767 3,823
Total inventory c/ 8,576 9,549 8,821 7,258 6,756 5,763 5,827
Total inventory d/ 12,059 12,021 9,984 7,613 6,756 5,793 9,639

a/ Prior ycars' inventories restated in 1983.

b/ UDealer inventories for all manufacturers arc estimated {rom Lrade receiveables shown on financial statements,
¢/ Current prices.

d/ 1983 prices.
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over 60 per cent since 1979. Heston, John Deere, and J.I. Case have reduced
employment by 46, 30 and 23 per cent, respactively. Employment, like
inventories, may be at a nadir now that manufacturers have retrenched and

sales have bottomed.

Table 4, World-wide employment, five North American agricultural machinery

producers

Company name 1978 1979 1980 1981 1982 1983
J.I. Case 16,325 17,275 14,725 13,875 15,050 13,300
John Deere 59,208 65,392 61,039 60,857 48,372 45,728
Hesston 3,084 3,333 3,275 3,077 2,595 1,785
International

Harvester a/ 95,450 97,660 87,162 65,640 43,290 32,445
Massey-Ferguson 58,000 56,200 41,700 39,789 29,749 13,751
Total 232,067 239,860 207,901 183,233 139,056 117,009

a/ Includes employment in truck manufacturing, which comprised
63 pzr cent of sales in 1983.

Table 5 is comprised of United States Department of Commerce data
pertaining to United States agricultural machinery producers - Standard
Industrial Classification (SIC) Code 352. These data focus only on United
States production, so it does not include data for Massey-Ferguson and for
Canadian and other foreign production by United States manufacturers. The
first three row pairs are product shipments specifically including only
tractors and other agricultural machinery. The fourth row pair is sector
shipments that include goods and services other than agricultural machinery
produced by the agricultural machinery sector. Lawn and garden equipment, for
example, would be excluded from the first three row pairs, but could be
inc luded in the fourth row pair if it were produced by an agricultural

machinery manufacturer. Table 4 shows that the industry peaked in real terms




Table 5. Sector shipments and employment, Uaited States agricultural mechinery producsrs (SIC 352)
(millions of $uS)

..January - May

Category 1978 1979 1980 1981 1982 1983 1983 1984
Farm tractors a/ Current prices 2,264 2,802 2,761 3,066 2,215 1,721 662 1,142
1983 prices £/ 3,467 4,080 3,476 3,470 2,323 1,721 662 1,119

Farm machinery except Current prices 5,479 6,711 6,651 6,937 5,542 5,026 2,275 1,998
tractors b/ 1983 prices 8,389 9,435 8,373 7,851 5,813 5,026 2,275 1,958
Total f2-a machinery Current prices 7,743 9,613 9,412 10,003 7,757 6,747 2,937 3,140
shipments ¢/ 1983 prices 11,856 13,515 11,849 11,321 8,136 6,747 2,937 3,078
Total sector Current prices 11,935 15,535 15,092 15,954 11,788 10,622 4,624 4,943
shipments d/ 1983 prices 18,276 21,840 18,999 18,057 12,364 10,622 4,624 4,845
Sector employment e/ 120,900 143,100 142,300 149,900 118,470 102,400 n.a. n.a,

a/ Wheeled tractors {or agricultural use.

subtracting tractor shipments from total farm machinery shipments.
¢/ Sum of previous two lines. Daia for 1983 and 1984 eslimaled as n per cenl of total sector shipments.
d/ 1Includes all goods and services produced by the farm machinery soctor (SIC 352),
e/ Scaled to match sector shipments shown in this table.
f/ U.S. Bureau of Labor Statistics Producer Price Index for Agricultural Machinery.

b/ Excludcs lawn and gacrden equipmenl and commercial turf{ equipment. Data for 1983 and carly 1984 derived by
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in 1979, then drifted downward in 1980 and 1981, with nominal shipments
increasing but real shipmeots declining. Real industry shipments declined

30 per cent in 1982, followed in 1983 by another 15 per cent decrease.

During the first five months of 1984 real sector shipments are up 5 per
cent over the comparable period in 1983, This gain is due entirely to

increases in tractor sales, which are up 70 per cent over last year.

Table 6 details the size breakdown ot tractor shipments by United States
manufacturers. Although between 1979 and 1983 tot:cl real tractor shipments
declined by 58 per cent, the per cent drop differed by tractor size.

Shipments of tractors under 100 HP fell by 77 per cent between 1979 and 1983,
while shipments of tractors of over 100 HP fell by 52 per cent. These figures
document the shift in small and medium tractor production from North American

factories to foreign factories, either subsidiaries or independent companies.

2.3 International-tradg

Table 7 contains United States shipment data for fifteen categories of
agricultural machinery other than tractors. Real shipments in 1982 were
26 per cent below those in 1981. The decline from the 1978-1980 peak is
almost uniform: sales in every category are down at least 25 per cent from
their peak. No subsector has avoided the drop in sales, and presumably no
smaller company operating in one product type has been spared the sector-wide

downturn.

United States' imports of agricultural machinery are shown in table 8.
Real imports peaked in 1979, the same year as domestic shipments. Imports in
1982 were 55 per cent of the 1979 peak. In 1983 imports rose 9 per cent
despite a 14 per cent decline in domestic .hipments. The 1983 gains were

mostly in small and medium tractors.

Table 9 shows United States agricultural machinery exports. In real
terms, exports peaked in 1981, two years after the domestic peak. Exports
dropped 29 per cent in 1982 and an additional 32 per cent in 1983, Exports in

each machine category have dropped a total of about 50 per cent from the




Table 6.

Detailed breakdown of wheeled farm tractor shipments, United States asrlculturnl
machinery producers (SIC 352) (million of $US)

Category 1978 1979 1980 1981 1982 1983
Icactors

Under 60 HP a/ Current prices b b/ b 210 102 b/

1983 prices b/ b/ b/ 238 107 b/

60 to 79 WP Current prices 347 492 385 144 94 b

1983 prices 531 692 485 163 99 b/

80 to 99 WP Current prices 183 150 149 215 103 204

1983 prices 280 211 188 243 108 204

100 to 119 HP Current prices 295 335 264 356 219 164

1983 prices 452 471 332 403 230 164

120 to 139 ur Current prices 5715 629 659 753 b/ 593

1983 prices 880 884 830 852 b/ 593

140 to 159 WP Current prices 308 335 286 327 769 b

1983 prices 472 471 360 370 807 b/

1960 to 179 nWp Current prices b/ b/ 125 208 136 248

1983 prices b/ b/ 157 235 143 247

180 HP and over Current prices 211 345 205 222 248 163

1983 prices 323 482 258 251 260 168

4-wheel drive Currcnt prices 346 619 689 632 544 345

1983 prices 530 870 867 715 571 345

Total wheeled {arm Current prices 2,265 2,903 2,762 3,007 2,215 1,721

tractors 1983 prices 3,468 4,081 3,477 3,471 2,323 1,721

a/ NP = hocsepower:

United states unit of power equivealenl to 746 watts.

b/ Dala for this size category were not reportcd separately bul combined with the next larger size.
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Table 7. Detailed breakdown of agricultural machinery shipments, United States agricultucal
machinery producers (SIC 352) (millions of 3US)

Machinery category 1978 1979 1980 1981 1982
Planting, seeding and Current prices 522 653 681 802 661
fertilizing 1983 prices 199 918 857 908 693
Harrows, rollers, stalk Currert prices 462 601 $55 522 3i9
cutters and pulverizers 1983 prices 107 845 699 591 366
Plows Current prices 204 2713 246 233 152
1983 prices 312 384 310 264 159
Harvesting Current prices 1,816 2.134 2,207 2,580 2,137
1983 prices 2,181 3,000 2,718 2,920 2,241
Haying Currsat prices 534 675 118 712 549
1983 prices 818 949 979 826 572
Farm dairy Curceat prices 109 134 144 160 109
1983 prices 167 188 181 181 114
Sprayccs aad dusters Current prizes 198 245 254 248 250
1983 prices 303 344 320 281 262
Yara elevators and Current prices 157 173 141 118 112
blowers 1873 prices 240 243 i78 134 20
Cultivators and Curreni prices 206 276 276 236 201
weeders 1983 prices 215 388 347 267 211
Ccop preparation Current prices 156 385 340 319 276
1983 prices 545 S41 428 361 289
Vacrm poultry equipment Current prices 159 223 175 145 103
1983 prices 243 314 220 164 108
Hog equipaent Curcent prices 95 121 64 42 38
1983 prices 145 170 81 48 A0
Other barn and baznyacd Current prices 252 307 274 257 199
equipment 1983 prices 336 432 345 291 209
Vars wagons snd other
transpoctation Current prices 248 277 207 212 155
oquiment 1983 prices 380 389 261 240 163
Ircigation systems Current prices 161 234 309 349 253
1983 prices 247 329 389 395 265
Total fars mschinery Current prices S.479 6,711 6,651 6,935 5,542
except tractors 1983 prices 8,389 9,435 8,373 7,849 5,813




Table 8.

International agricultural machinery trade, imports into the United States
{millions of $US)

Wachinery Category 1978 1979 1980 1981 1982 1983
Iractors
Less than 40 HP Cucrrent prices 128 205 146 155 129 166
1983 prices 196 288 184 175 135 166
40 to 99 HP Current prices 91 271 323 241 200 330
1983 prices 139 381 407 273 210 330
100 HP or more Current prices 40 52 65 56 57 52
1983 prices 61 73 82 63 60 52
Used or HP ungpecified Current prices 212 144 130 160 142 139
1983 prices 325 202 1€4 181 149 139
Tractors Current prices 471 672 664 612 528 687
Total 1983 prices 721 945 836 693 554 687
Machinery
Scil preparstion Cucvrent prices 97 125 132 129 89 83
and cultivation 1983 prices 149 176 166 146 93 83
Harvesting Current prices 330 4n 467 416 322 295
1983 prices 505 667 488 471 338 295
Dairy and other Current prices 63 103 86 95 74 97
1983 prices 96 145 108 108 78 97
Machinery Current prices 490 699 685 640 485 415
Total 1983 prices 750 983 862 124 509 4715
Total tractors and other Current prices 961 1,371 1,349 1,252 1,013 1,162
agricultural machinery 1983 prices 1,471 1,927 1,698 1,417 1,062 1,162

Source: US Department of Commerce - US General lmports and lmporis f{or Consumption -

Schedule A:

CoamoditLy by Country - ¥T-13%, Dccember 1983 and earlier.

—g‘[—



Table 9.

International agricultural machinery trade, United States' exportis
(millions of $US)

Machinery Catcgory 1978 1979 1980 1981 1982 1983
Iractors
ess than 40 HP Current prices 15 22 18 14 6 3
1983 prices 23 i 23 16 6 3
40 to 99 HP Currenl prices 87 69 59 79 a5 30
1983 prices 133 97 74 89 47 30
100 HP or more Current prices 322 407 498 623 495 346
1982 prices 493 572 627 705 519 346
Used or HP unspecified Current prices 119 158 160 184 93 51
1983 prices 182 222 201 208 98 51
Tractors Currenl prices 543 656 735 900 639 430
Total 1983 prices 831 922 925 1,019 670 430
Machinery
Soil prceparation Current prices 210 262 262 299 218 185
and cultivation 1983 prices 322 368 330 338 229 185
Harvesting Currcnl prices 497 645 846 909 T44 513
1983 prices 761 907 1,005 1,029 780 513
Daicry and other Currenl prices 138 187 187 212 165 133
1983 prices 211 254 235 240 173 133
Machinery Current prices 845 1,088 1,295 1,420 1,127 831
Total 1983 prices 1,294 1,530 1,630 1,607 1,182 831
Totsl tractors and other Current prices 1,388 1,744 2,030 2,320 1,766 1,261
agricultural machinery 1983 prices 2,125 2,452 2,556 2,626 1,852 1,261
Source: US Department of Commerce - US Exports - &Schedule E: Commodily by Country.

FT - 410, Deccmber 1983 and carlier.
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1979/1981 peak, with the exception of small (under 40 HP) and medium (40 to
99 HP) tractors. They have ueclined 90 per cent and 77 per cent,

respectively, reflecting the fact that United States producers have stopped
making smaller tractors in the United States and have shifted production of

medium tractors to their European subsidiaries.

2.4 Short-temm-outlook

World-wide sales of agricultural tractors and combines in 1983 were
5 per cent and 12 per cent, respectively, below the depressed levels of
3/
1982 .~

with commodity prices and farm incomes expected to be higher than last year.

In 1984, the underlying market conditions appear to be improved,

However, farm incomes and other factors such as currency controls vary

substantially by market area.

North America: with many farmers having deferred purchases of rew farm
machinery since 1981, pent-up demand has grown.i/ Higher grain prices and
acreage increases following the Payment in Kind Programme should heip increase
sales in 1984. However, the uncertain future of still high interest rates,
will still constrain capital expenditures such as for farm machinery purchases

to moderate increases over 1983,

A March 1984 survey of farm machinery manufacturers by the Farmm and
Industrial Equipment Institute (FIEI) showed that the industry expects a 5 to
10 per cent increase in 1984 United States retail sales of most farm
equipment. The respondents expect substantial gains in larger tractors
(100 HP or over, or 4 wheel~drive), combines, cornheads and windrowers, with
small balers the only category expected to decrease in sales. These survey

results are shown in table 10,

3/ Massey-Ferguson Limited. Annual Reports, 1982 and 1983, Toronto,
Canada.

4/ United States Department of Commerce. United States Industrial
Outlook 1984, Chapter 23, "Special Industrial Machinery, Parm Machinery".
] anuary I;u .
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Table 10. Industry forecasts of United States agricultural machinery sales
(per cent change from previous year)

.........................................................................

- .roustry- forecast- -

Category 1984 1985
All field equipment . n.a.
Ail farm tractors . 5.5
2WD tractors, under 40 HP . 3.2

2WD tractors, 40 to 99 HP . 7.3

2WD tractors, 100 HP and over 10. 6.4

4WD tractors 17. 6.7
Self-propelled combines 25. 5.0
Cornheads 26, 15.6
Disk Harrows . 5.0
Fieid cultivators 7.5

Moldboard plows

Chisel plows

Balers, under 200 pound
Balers, 200 pound and over
Mower-conditioners

Forage Harvesters
Windrowers

Crindei aixers

Manure spreaders, box tvpe

HNNOWWVMWOYUVMOEOOWVMNO NN O®
.
NMOONOSONOONOAARS N~V O

N [
« s e e e e o

NS D
*
QW WO W W

All farmstead equipment 4.0 n.a.
In-bin crop dryers 59 5.0
Batch and continuous flow dryers 15.0 10.0
Portable augers and elevators 5.0 5.0
Grain bins 1.5 8.0
Milking machines - -

Dairy and beef mechanization equipment - -

Hog mechanization equipment 3.0 4.0

........................................................

Source; Farm and Industrial Equipment Institute, State of the
Industry, 1983 and 1984, Chicago, IL.

Western Europe: the EEC lowered farm commodity support prices during
1983, Farm machinery demand is consequently expected to decrease in
1984, For the quarter ending 30 April 1984, Massey-Ferguson reported

European sales 27 per cent below last year's.g

2/ Massey-Ferguson, First -Quarter Report 1984, Toronto, Canada,
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Australia; wheat and feed grain production in the 1982-1983 crop
year decreased about 45 per cent, then doubled in 1983-1984. Sales of
farm machinery in 1984 are expected to increase sharply, and are so far
above the 1983 level.él

Japan; there is a trend towards larger tractors but local

manufacturers will gradually take the market away from imports.ll

Argentina; farm commodity exports are strong but currency controls

will constrain farm machinery purchases.

Brazil: Brazil's Strategic Development Plan for the 1980s includes
agricultural development. Although implementztion of this plan will have
a positive impact on farm machinery sales in the longer term, the
balance-of--payments problem will dictate policy in the short-term. Thus,
farm :7chinery sales in 1984 are likely to decline even further from
1383,

Mexico: government priority on agricultural development resulted in
a significant improvement in the agricultural tractor market in 1981. Bur
national debt problems severely limited farm machinery sales in 1982 and

1983, and they will continue to do so in 1984,

Other Latin America countries: in countries that nave escaped
balance-of-payment problems the outlook for farm machinery sales is

beginning to improve.

Iran; only ad-hoc purchases (imports) of farm machinery and

components can be expected at present.

6/ 1Ibid.

Z/ Massey-Ferguson, World Agricultural Outlook, Tononto, Canada,
10 December 1982.

8/ 1bid.
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Turkey: the financial condition has improved somewhat and goverament
processes have been stabilized. Agriculture will continue to receive
favoured treatment. Farm machinery sales increased significantly in 1981

and 1982 but fell in 1983 and may again in 1984.

Pakistan: the financial condition will continue to limit the sales
potential for agricultural tractors. Sales of domestically assembled

tractor kits, however, appear to be strong.

South Africa: agricultural production is expected to recover to a
relatively normal level in 1983-1984 but the national economy is suffering
from inflation and decline in the gold price. Farm machinery sales in

1984 may rise 10 per cent based on the 1982 1lcvel.

Mid-East oil producing countries: this area is expected to remain a
relatively strong market for agricultural tractors, but the current
account surplus was sharply lower in 1982 and 1983 with most countries
experiencing deficits. Little change is expected in 1984. Therefore, the
level of sales will depend on government priorities and price competition

will increase,

Other developing countries: the food demands of rapidly growing
populations in other developing countries will result in continued efforts
to increase local food production., Financial conditions deteriorated in
1982 but stable oil prices and stable to rising prices for raw materials
prevented further deterioration in 1983. Farm machinery demand should

remain near the 1982-1983 level.
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3. GENERAL OVERVIEW OF THE WESTERN EUROPE AGRICULTURAL MACHINERY INDUSTRY

3.1 DPata on the-agricultural-machinery sector

The crisis which hit the world tractor market (as well as the farm
machinery market) in the mid-seventies, has continued into the present period,
1983-1984. Thus despite forecasts to the contrary in the early eighties,
there has been no recovery. Sales have continued to fall, although at a
slower rate than in 1980 and 1981, It would seem as if the tractor market had
levelled off at around 1,200,000 units, including 130,000 units for the United
States and Canada, 100,000 units for Japan, 270,000 units for Western Europe,
400,000 units for the centrally planned economies (excluding China) and

320,000 units for the developing countries.2/

Compared with 1976, which remains the reference year, the world market
has experienced more than a 30 per cent drop. The hardest hit have been Japan
and the European centrally planned economies, where tractor registrations have
fallen by 50 per cent and 40 per cent respectively since 1976. The North
American market has also shrunk by 40 per cent. This tendency emerged in 1974
and tended to become stabilized by 1980. This levelling off phenomenon has in
fact taken place on all markets. In the developing countries where the drop
in sales was lowest (-10 per cent) and in the centrally planned economies,
this took place in 1979 and in Japan and Western Europe in 1981 (table 11 and

figure 1),

The Western European market accounts for about 20 per cent of total
tractor registrations, and about one third of the world market (excluding the
centrally planned economies). It represents an important outlet for the major
producers. This is all the more so since this market remains relatively
stable and solvent. Faced with the sudden drop in sales between 1976 and 1981
(27 per cent), the constructors initially reacted by intensifying the
conditions of competition in order to maintain their share of the market:

reduced start-up prices, discount advantageous conditions of purchase of

9/ This figure falls to 300,000 units if sales in Australia and South
Africa are deducted.




Table 11.

Tractors vregistrations by zone

(per cent)
1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984
Western Burope 22.8 21.2 20.3 21.0 21.3 21.5 22.4 24,0 22.9 21.8 22,2 22.6 22.0
USA/Canada 13.3 14.8 '13.0 11.8 9.8 9.4 10.9 12.0 11.0 10.3 11.0 11.0 11.0
Centrally planned
economies 39.6 37.6 38.9 37.6 36.7 34.8 34.3 30.1 32.8 33.2 32.6 31.8 32.0
Japan 3.7 6.5 7.7 8.5 11.5 12.9 10.7 11.5 9.8 9.2 8.8 8.6 8.3
Developing countries 20.6 19.9 20.1 20.1 20.7 21.4 21.7 22.4 23.5 25.5 26.1 26.0 26.7
Total 1vo 100 100 100 100 100 100 100 100 100 100 100 100
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Figure 1. Tractors registrations in the world
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second-hand equipment, preferential financing and credit conditicns. etc.
This strategy seems to nave been successful for those firms which had the
means to implement it. Thus the penetration rate of Fiatagri in Europe rose
from 10.9 per cent in 1976 to 12.4 per cent in 1979 and from 1%.2 per cent in
1981 to 15 per cent in 1983; that of Same, which controls Lamborghini and
Hirliman and ’s specialized in four-wheel drive tractors, rose from

5.4 per cent in 1979 to 8.6 per cent in 1982.

Competitors who had a strong home market at their disposal managed more
or less to stabilize their positions: this is the case for Renault, Steyr,
Deutz, Fendt and Valmet. The share of the market held by North American-owned
transnationals, such as Massey-Ferguson, International Harvester and Ford has,
on the other hand, substantially decreased. John Deere has resisted this
trend because it produces top-range products and also because it is present on
the harvesting machinery market (combined-harvesters, cutter-blowers,

windrowers and pick-up balers).

The fact that this drop in sales, in terms of the number of tractors
sold, is not reflected in real turnover figurrs is explained by a trend
towards more sophisticated equipment, farmers preferring increasingly powerful

and high-performance tractors.

3.2 International- trade

The results registered by the various industrial groups are to be found
in the foreign trade figures of the different European countries. Italy and
the Federal Republic of Germany dispose of tractor industries which cover
fairly well their home markets, with penetration rates of less than 20 per
cent. Moreover, these two countries export a large part of their production -
nearly 60 per cent. The main difference between them is that the Italian
industry is strictly national in character, whereas German exports owe a great

deal to the American manufacturers, John Deere and International Harvester.

TR
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The locat.on of substantial industrial bases for North American
transnationals (Ford, Massey-Ferguson, International Harvester) in Sreat
Britain explains the high export/output ratio of Britisk industry (more than
80 per cent), but this has not prevented a growing penetration of foreign, and

particularly Italian firms.

The trends observed in Austria, decrease of export/out ratio and
penetration rate, confirm the relative decline of Steyr on its own home
market. The recent results of Finnish znd Swedish industries reflect the fact
that Valmet has specialized on certaln export areas, and also that these
economies are very open to imports; 97.5 per cent in Finland and 93.5 per cent

in Sweden in 1983 (table 12).

The case of France is quite specific, and is characterized by
equivalently high export and penetration rates - about 60 per cent - which
show that the French industry has been unable to master its own market, and
that foreign subsidiaries have been integrated in a system of exchange-flow of
parts and sharing of different quality ranges ~ between units of production
(tables 13 and 14).

The fall in sales on the various national markets has pushed small
manufacturers into the war of prices, which has already been mentioned, on the
export market. This has been the case for Fendt and Deutz who, because they
were restricted by the crisis on the German market, have tried and succeeded
in increasing their penetration rates .n the most open markets, in particular

the French one.

3.3 Structural-changes in the-agricultural machinery industry in Western

European-countries

The stabilization of the European tractor market is likely to provo'e a
change in the strategy of the big manufacturers, moving towards production on
the basis of the positions acquired during the 1982-1984 period as to types
and market shares. The most plausible scenario would be that the British
market will be dominated by American Transnationals, their local plants

exporting medium-range models (50-100 HP) towards the United States, Canada
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Table 12. Penetration rateﬂl of the tractor market
(per cent)

1981 1982 1983
Germany Federal Rep. 21.0 19.8 20.0
France 54.9 58.6 60.3
Italy 15.7 14.8 13.1
United Kingdom - 39.9 47.9
Austria 51.6 43.6 40,2
Spain 27.6 44,6 -
Finland 78.8 86.2 97.5
Sweden 100.0 81.6 93.5

a/ Penetration rate i = imports/output + import - exports.

Source; Comité Européen des Groupements des Constructeurs du Ma~hinisme
Agricole (CEMA), Paris.

Table 13. Export rate?/ of the tractor industry
(per cent)

1981 1982 1983
Germany Federal Rep. 67.6 63.9 62.8
France 61.0 55.3 56.2
Italy 52.1 57.3 59.4
United Kingdom - 82.5 82.7
Austria 55.5 40.7 26.3
Spain 27.3 57.5 42.3
Finland 21.2 45.4 51.7
Sweden 100.0 50.1 67.3

a/ Export rate e = &Xports
- output

Source; Comité Européen des Groupements des Constructeurs du Machinisme
Agricole (CEMA), Paris.




- 27 -

Table 14. Tractor data by country (units)
$us Per cent
1981 1982 1983 1981/82 1982/83

Production
Germany F.R. 92,480 92,972 97,825 0.5 5.2
France 62,322 51,500 49,400 -17.4 -4.1
Italy 109,000 103,651 96,200 -4.9 -7.2
United Kingdom - 90,133 94,560 - 4.9
Austria 10,328 9,936 10,634 -3.8 7.0
Spain 22,764 16,092 15,820 -29.3 -1.7
Finland 3,226 2,571 2,518 -20.3 -2.1
Sweden 1,350 2,629 1,288 94.7 -51.0
Exportations
Germany F.R, 62,484 59,410 61,444 -4.9 3.4
France 38,000 28,500 27,770 -25.0 -2.6
Italy 56,773 59,351 57,100 4.5 -3.8
United Kingdom - 74,342 78,222 - 5.2
Austria 5,736 4,047 2,792 -29.4 -31.0
Spain 6,219 9,247 6,687 48,7 -27.7
Finland 685 1,168 2,309 -99.8 97.7
Sweden 1,350 1,317 867 ~2.4 -34,2
Importations
Germany F.R, 7,982 8,298 9,075 4.0 9.4
France 29,594 32,559 32,852 10.0 0.9
Italy 9,746 7,675 5,880 -21.2 -23.4
United Kingdom 7,884 10,480 15,045 32.9 43.6
Austria 4,891 4,549 5,271 -7.0 15.9
Spain 6,304 5,500 - -12.8 -
Finland 9,450 8,781 8,109 -7.1 -7.7
Sweden 5,161 5,833 6,104 13.0 4.6

Source: Comité Européen des Groupements des Constructeurs du Machinisme

Agricole (CEMA), Paris.
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and their other major exports markets. John Deere would then become
completely specialized in the top range of tractors (more than 100 HP). The
European constructors would maintain their dominant positions on their
respective home markets, with competition operating fully for exports outside
Western Europe. The low range productions (less than 50 HP) would be covered
by production or marketing agreements with the major Japanese specialized
manufactueres: Kubota, Yanmar, Iseki, Shibaura and Mitsubishi. These latter,
who have been steadily increasing their production of medium-range
tractotslg/, could upset this scenario from which they are excluded.
Agreements, similar to those covering low range productions, might then be
made between American or European constructors and theirs Japanese

medium-range counterparts.

A European scenario for the sharing of markets and production ranges
should also include the planned economies whose markets have become rapidly
saturated, and thus have induced a dramatic fall in output. The.r attempts to
export towards the industrialized countries have ended in failure, despite
attractive prices, mainly because of problems with design, marketing and

after-sales networks.

It is possible to envisage agreements on technical assistance and
provision of equipment from European manufacturers in order to modernize the
range of models and the units of production in Belarus (USSR) or Zetor

(Czechoslovakia).

This sales crisis affects all equipment. It is even more marked for
combined-harvesters than for tractors and has become more acute since 1981:
between 1976 and 1983 registrations dropped by 65 per cent in the United

States and by 42 per cent in Europe.ll/ This development has been largely

18/ Tractors of more than 50 HP accounted for only 10 per cent of total
Japanese production in 1982,

11/ Between 1976 and 1983, sales of combined-harvesters fell from
33,000 to 12,000 units in the United States, and from 31,000 to 18,000 in
Western Europe,
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responsible for the worsening financial situation of the major specialized
construc.ors, John Deere, International Harvester, Massey-Ferguson and Sperry
New Holland. It is also the cause of the difficulties of the French
constructor Braud: in 1980 end of combined-harvester production, then
take-over by Fiatagri in 1983, which itself had been taken over by the Italian
constructor Laverda in 1981.12/ The crisis on the combined harvester market
has thus already induced a major restructuring of the industry, which is

likely to continue in as much as the major transnationals are all suffering

from a great amount of over—-capacity.

As far as the draught equipment is concerned, for which statistics are
available, the trends are less clear-cu%, although there is an almost
generalized downward tendency over the mediumterm. The transnationals and
highly specialized smaller firms are engaged in a no—holds-barred competition,
to such an extent that some spectacular withdrawals have been registered.
Thus Fiat has withdrawn from the tillage equipment market. It should of
course be mentioned that Fiat took this course of action in order to
concentrate its efforts on grain harvesters (Laverda), forage harvesters
(Hesston), and grape-harvesters (Braud). Massey-Ferguson, John Deere and
International Harvester have given up the producion of tillage, seeding,
planting and fertilizer spreading equipment. Speery New Holland has
consolidated its position on the market for top range pick~up balers and
self-propelled cutter blowers. This is in fact one of the few remaining
flourishing markets, along with those for seeding and high-precision spraying
equipment. However, these are renewal markets, intended to substitute modern
for old-fashioned equipment. Such markets will thus quickly become
saturated. The only promising areas in the medium~ and long-term are
irrigation material, fixed equipment (greenhouses, transformation of farm
buildings), and transport and handling equipment. As far as electronic
devices for the automation of greenhouses, feeding systems in cattle
husbandry, irrigation systems or farm management are concerned, this equipment
does not come under the competence of the farm machinery industry, and as yet

only involves very small quantities.

12/ For the construction of the top range "axial flow" model,

PR "
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3.4 Short-term outlook

It would be daring, to say the least, to forecast a forthcoming recovery
of tractor and agricultural machinery sales in Western Eirope. The most
pessimistic of American experts consider that the crisis is structural in
character and claim that it is unlikely that there will ever be a real
recovery.li/ Their European counterparts, although they are not really
optimistic, are hoping for a lasting stabilization of the market, which could
be transformed into a recovery at least in terms of turnover if a
restructuring is intelligently organized. This would bte the result of a
continuing shift towards top-range equipment such as increase in average power
and/or performance, increase in the share of four-wheel drive tractors, more

sophisticated models, and would result in higher profits.

Nonetheless the conditions which were the root causes of this crisis, and
its deep and lasting repercussions, are still present. The European market
remains highly dependent or the agricultural enviromment and particularly for
the member countries of the EEC on the Common Agricultural Policy. The extent
to which tractor and farm machinery demand is sensitive to the restrictive
measures of common agricultural policy is clearly illustrated by the recent
examples of milk and grain policy. The setting up of milk production
quotasii/ by the member countries of the EEC and the threat to reduce tariff
support for grain production in April 1984 certainly played a part in the drop
in sales during the first half of the year.lg/ The restriction on the
community's grain exports to the United States to 14 per cent of the volume
sold on the world market has certainly dimmed the prospects of
combined-harvester production., This is a paradoxical situation for France
which registered in 1984 the harvest of the century in terms of tonnage

brought in,

13/ Financial Times, 5 September 1984. "The recovery that never came.,”

14/ By more than 33 per cent in West Germany, and by 13.6 per cent in
Creat Britain, over eight months, for example.

12/ Milk production is to decrease by 4 per cent in Europe over
1984-1985 period.
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This situation can hardly be considered favourable if it is kept in mind
that the obstacles to increased sales in Europe have still not been removed.
The market for farm—machinery and equipment must still be seen overall as a
renewal market. During a period of falling income, or expected falls in
income, purchases are quite simply put off until a later date. Moreover, the
fact that the average annual utilization time of tractors is decreasing
(2,400 hours in 1962-1965; 600 hours in 1984). that farms are already highly
equipped (11 different sorts of equipment for rarms of over 100 hectares)
enables farmers to car.y on with their productive activities without new

. 16
investment ,—

This situation in which the supply of machines is far in excess of demand
has been exploited by certain distributors. Thus it has been increasingly
observed that the only prices likely to remain stable are those of high
technology equipment sold by networks of official agents. Other equipment in
the lower range, on the other hand, has become the object of discount
strategies, implemented by new distribution networks: the farm machinery

supermarkets.,

All European manufacturers have been affected by this trend since the
small- and medium-sized farms, engaged in mixed-farming and animal husbandry,
which are numerous in Europe, seemed to have given up the official agents in
favour of the supermarket network.ll/ This has led the agents and the

constructors to rethink their marketing stra‘egies.

The organization of distribution networks by the major tractor firms
themselves, which was justifiable when sales were steadily increasing, is now
being called into question. From now on such structures would only seem

necessary for equipment with guaranteed prices and outlets. For all other

16/ This evaluation was carried out for France by the Syndicat National
de Distribution du Matériel Agricule (SEDIMA).

17/ Pamms specializing in grain and industrial crops remain, in their
great ma‘ority, faithful to the official metwork of conceesionaries and their

agents,
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equipment, i.e. for low or medium-range equipment which is now open to severe
competition, after sale services (guarantee; repairs; spare parts and even

technical advice and creidt facilities) are to be withdrawn.

These commercial strategies reveal in fact the deep-rooted differences of

opinion among the major European tractor manufacturers.

Faced with the prospect of European demand levelling off from 1486-1987

at around 170,000 tractors sales, two options would now seem open:

fa) On the one hand, the manufacturers who are the least oriented
towards the international market (Fendt; Deutz; Renault) will continue to
privilege their home market, but on the basis of a range of high-price quality
products. By voluntarily limiting their output to between 12,000 and 15,000
tractors a year, these constructors will be aiming above all at guaranteeing a
market for their products, while steadily improving the technical performance
of the equipment (monitoring; improvement of tractor-machine coupling; safety

and comfort of driver's cabin);

(b) On the other hand, the constructors who are subsidiaries of
transnational groups (Tenmnecoc), of car companies (Fiat, Ford), or the
specialized firms (Same) which have already opted for large-scale production
(more than 40,000 tractors a year) will be willing to adapt to the constraints
of the market in order to sell their products (price war; joint ventures;
marketing agreements; technology transfers). Among such firms, process
innovations likely to reduce manufacturing costs and therefore, to cut the
prices of equipment, such as automation of assembly lines; robotization of
machining operations; flexible workshops are stressed. This option is,
therefore, in opposition to that chosen by the constructors who have mainly
the European market in mind, and for whom innovation, which is
product-oriented, is intended above all to renew periodically their range of

products and their outlets.




- 33 -

These differences are reflected in the industrial and commercial
strategies adopted by each group. It wculd thus be misleading to give an

identical interpretation to facts which appear apriori to be comparable.

Thus, whereas threatened or actual factory closures decided by
Massey—Fergusonlgl serve to confirm that this firm has abandoned its former
integration strategy, implemented over a long period, and has now decided to
reduce its activities in the farm machinery industry. The industrial
restructuring undertaken by International Harvesterlg/ confirms the
objectives of sticking adamantly to the same strategy, adopted by certain

major constructors.

This option of retreating onto the most modern and high performance
industrial base, in order to be able to respond to a demand which might be
induced by the North American economic recovery and the exchange rate of the

dollat,ggl seems also to have been adopted by the major North American

18/ Transfer or closure of the plant in Marquette-Lés-Lille (France),
threatened closure of the plants in Aprilia (Italy), Cambridge (Canada),
Bundaberg (Austria) and Racine (Wisconsin) which are respectively specialized
in smelting, sugar cane machinery a..' spare parts. Grouping together of the
centres in Eschwege {W. Germany) and Athis-Mons (France) and the British
plaents of Baginton and Coventry.

19/ International Harvester closed its factory in Croix (France) which
was specialized in combined-harvester production, whereas it has kept open its
factory in Angers (France) which mainly produces high capacity axial-flow
combined harvesters intended for specialized grain farms. The installations
in Angers are considered to be more efficient, and their products better
adapted to the evolution of world market.

20/ The fact that the dollar has been maintained at a high level, and
that North American manufacturing is specialized in very high power machines,
undoubtedly encourages the exports of powerful but medium-range tractors to
the United States. In the years to come there is bound to be a struggle for
control of this important market between North American controlled plants
located in Europe and Japanese manufacturers.
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groups in Britain, Ford, Tenneco-+ase—', David Brown-John Deere.-~" All
of these seem to have fared better in the economic crisis than their European
counterparts, 3till hesitant when confronted with the social costs of

industrial restructuring.

Present negotiations between Renault and International Harvester
illustrate clearly the differences between strategies of industrial
redeployment and those which aim at sharing out the European market among
European manufacturers. Under pressure from the French authorities, who are
looking for ways of setting up a French pole of farm machinery production and
thereby saving jobs, the Renault group hopes to reappropriate the top range
tractors and high technology components at present manufactured by the North
American constrictor. In the medium-term Renault sees this as a way of
reinforcing its position on the European market, even if it has to give up the
bottom and medium-range products, which are so successful on the export
market,gi/ to Southern European Constructors. International Harvester,

which is at present benefitting from the recovery of sales of heavy-weight

21/ Case has moved from the seventh to the third place on the North
American market and is now aiming for second position. This company relies a
great deal on Tenneco at a world level (the group has an annual turnover of
15 billion dollars), thus enabling it to engage in substantial investments.

22/ According to Mr, Lecompte, director of John Deere France "... it is
the rise in exports which has lifted French output. Thus in 1983, the plant in
Saran (France) was operating at 70 per cent of its production capacity of
diesel engines, thanks to the North American market in particular. The plant
in Arc-L2s-Gray (France) which has concentrated its activities on the
production of haymaking equipment, after the closure of the Senonchas factory,
has launched new products which have opened new world markets. This plant
exported nearly 3/4 of its output in 1983 to 30 different countries, whereas,
overall, 50 per cent of the turnover of French factories is obtained on the

North American market...".

23/ These orientations adopted by a certain number of European
constructors could well slow down or counterbalance the attempts of Japanese
manufacturers to find new markets for their low- and medium~range products
(Kubota, Yanmar, Iseki, Shibaura among others).
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machines on the North American market, is as yet unwilling to go ahead with
this transfer, which might well endanger its expansion strategy on the markets

of the industrialized countries.le

24/ After 18 months of negotiations Renault aand International Harvester
announced that they were to sign a co-operation agreement on 9 October 1984,
Two joint companies have been set up. Une will be specialized in studies and
servi.es and will establish the conditions and the timing of the co-operation
efforts, the other is an investment company.
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4.1 The North-American-agricultural-machinery sector

The financial troubles of North American producers are not solely

attributable to their particular markets, nor to the location of their

production. World-wide demand for agricultural machinery has fallen for five

years. The low demand is due primarily to below normal farm incomes caused by

low agricultural cowmodity prices.

The Payment in Kind (PIK) Programme in the

United States helped raise some commodity prices, but also reduced planted

acreage and therefore the physical need for farm machinery.

Manufacturers have generally responded to the world-wide sales decline by:

- Closing factories

- Reorganizing divisions

-~ Selling subsidiaries

- Reducing inventory
- Reducing employment
~ Suspending production at

existing factories

International Harvester
Hesston
Massey-Ferguson
Sperry-New Holland
International Harvester
Sperry-New Holland
Allis-Chalmers
International Harvester
Hesston

All manufacturers

All manufacturers

All manufacturers

Their overall goal has been to increase the efficiency of operations to

allow bresk-even at a much lower level of production than before.

In 1984 the prospects are good for generally improved farm incomes.

Commodity prices are substantially higher than last year's. With no PIK

programme in 1984, nlanted acreage in the United States is much higher than

in 1983, United States export sales to the Soviet Union are strong. Most

agricultural equipment manufacturers forecast improved market conditions in 1984,
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Several other exogenous factors have a more specific impact on North

American producers:

(a) Strength of the United States dollar. The persistent strength of
the United States dollar obviously handicaps United States exporters. North
American manufacturers, however, have located subsidiary manufacturing plants
in Europe and selected developing countries. Through offshore siting of
manufac turing subsidiaries, the parent company can not only avoid adverse
impacts from dollar revaluations, it can actually profit from them. To the
extent that the offshore subsidiary exports machinery to the United States, a

stronger dollar can increase profit margins on such exports.

(b) Currency restrictions. Weak demand for imports among industrial
countries in 1981-1982, coupled with high interest payments on foreign
borrowings has precipitated a balance of payments crisis among many developing
countries. Some nations, particularly in Latin America, have instituted
drastic restrictions on hard currencies, thereby sharply reducirg imports,

including those of agricultural machinery.

North American producers maintain strong ties to developing countries,
especially in Latin America where they have several subsidiary or affiliated

manufacturing facilities;

Brazil: John Deere, Massey—Ferguson, Sperry-New Holland,
J.I. Case.
Mexico; John Deere, Massey-Ferguson, (19 per ceant owned),

Allis-Chalmers (49 per cent owned), Ford.

Argentina; John Deere, Massey-Ferguson (licensee).
Peru: Massey-Ferguson (24 per cent owned).
Uruguay: Massey-Ferguson (licensee).

Because of depressed sales, however, some companies have de-emphasized
their marketing efforts in developing countries. Massey-Ferguson maintains a
Trade and Barter Division to arrange commodity exchanges in those countries

with hard currency restrictions.
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(c) High interest rates. In addition to contributing to balance of
payment problems, in debtor countries high interest rates have made it more
expensive for all purchasers to finance new agricultural machinery. In the
United States, manufacturers have heavily subsidized financing terms to
encourage purchases. Allis-Chalmers has recently sold their credit subsidizry
to Security Pacific Bank, partly to take advantage of the Bank's lower cost of
capital in financing sales. The United States Export-Import Bank does not
offer concessionary loans to machinery purchasers and therefore, does not

mitigate the problem of high interest rates.

(d) Japanese competition. Japanese machinery manufacturers have
dominated the United States market for tractors under 40 HP, with a 90 per
cent share of imports from 1981-1983., Meanwhile, United States manufacturers
have stopped production of these small tractors. With their dominance of the
domestic and United States markets for small tractors, the Japanese
manufacturers are able to minimize production costs with high production
runs. The Japanese, therefore, have a significant cost advantage in the small

tractors marketed in many developing countries.

4.2 The-Western European-agricultural machinery sector

Two main trends have become apparent in the process of restructuring the
European farm machinery industry over the last three years: consolidation of
already acquired positions on the European market only, and industrial

redeployment with an export drive in view.

On the one hand there is an attempt to constitute integrated industrial
poles to meet a demand which can be precisely ascertained in terms of prices
and quantities to be sold; on the other hand, the opposing strategy consists

of occupying a place on all the world markets.

It may be estimated that although the initial industrial objective is not
yet attained, agreements between European tractors and farm machinery
manufacturers are presently aimed above all at satisfying the national
requirements of a relatively solvent agriculture., This latter is looking for

reliable products, with low maintenance and energy costs, which are




-39 -

sufficiently complex to be labour-saving. Recent agreements between Fahr and
Deutz in Gerwany, and Casalis and Renault in Frarce are based on this type of
logic of market stabilization.gzl These orientations clash with those
adopted by other major manufacturers. For these latter, technical and
commercial agreements are to be used to consolidate their positions
world~wide. Thus the emphasis is placed on extending distribution networks,
multiplying products and occupying new areas on the market. This expansion
drive on the world market is well illustrated by the agreements between
Massey-Ferguson and the Danish harvesting machine producer Dronningborg,
between International Harvester and Fahr for the production of medium-range
combined harvesters, by the persistent rumours of a deal between Ford and new
Holland, and by the across-the-board diversification strategy of Fiat in
harvesting machines (increased participation in Laverda and Hesston - one of
the world leaders in round-bale machiiies - take-over of Braud a major producer
of grape-harvesters).gél From this point of view, Europe appears to be a

preferential industrial base.

In such conditions, it is not difficult to understand why small- and
medium-sized firms, specialized in one single product, are struggling to
survive, even if there is a strong demand for their products. Volvo, which
obtained a substantial share in the Finnish tractor manufacturer Valmet, has
been forced to withdraw. The difficulties of European seeding and spraying
equipment manufacturers, who had achieved a remarkable breakthrough on the
export market petween 1978 and 1982, but unfortunately on the basis of one
single product, have since multiplied. The situation has deteriorated to such
an extent that many of them are now trying to regroup (agreement between

Caruelle and Nicolas concerning spraying apparatus), to sell out, cr at least

25/ The constitution of industrial poles which unite draught equipment
and h;?vesting machines also correspond to market trends. In West Europe, the
combined-harvester market has levelled off (17,000 units snld in 1983), 1In
the field of pick-up balers, there has been an increase in round-bale machine
sales (16,000 units sold in 1983, up 28 per cent on 1982) at the expense of
conventional balers (22,000 units, down 15 per cent on 1982). As far as
hay-making machines are concerned, there has heen a clear increase of sales on
the European market, despite a substantial fall in France.

26/ 1In this case, there is sub-contracting of the production of a range
of combined-harvesters, intended to compete with models produced in Marquette.
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to build on technico-economic agreements made with the majors in their field.
There is no other way of explaining the growth in importance of Fiat ir the

farm machinery industry in Southern Europe.zll

All of the majors in the various farm machinery families are affected by
these trends: be it New Holland, the co-lzader alongside Claas in European
combined-harvester production which is periodically on the lookout for
partners in draught machines or new equipment:zgl or, Fahr which has to
rely on International Harvester and Deutz to ensure its outlets. Similarily,
although British, Danish or German manufacturers of tilling equipment
(rotavators) have stated their intention of dethroning the French or Italian
conventional equipment manufacturers, they nonetheless have had to enter the

distribution networks set-up by the high-~tech manufacturers.32

Despite their declining share in the overall turnover of their branch of
industry, tractor manufacturers, now most often allied with harvesting
equipment manufacturers, have never had such an influence among the European

farm machinery industry as at the present time.

27/ The Italians have made the most of the mechanization of farming in
their country and of the biggast market in Europe: "This is a type of farm
machinery which matches a highly diversified national agriculture, with all
the soil varieties to be found in Europe. The producers are small and
fiexible...", declare the managers of Fiat Trattori. The existence of this
industrial network of dynamic and diversified small- and medium-sized firms
has led Fiat to set~up a flexible and adaptable industrial cluster which is
remarkably effective on the export market.

28/ According to official spokesmen, New Holland may well envisage the
extension of its range of T.F. combined harvesters, both upwards and
downwards. There has also been official talk of exploring new channels of
production of other equipment. Claas, on the other hand, is wagering on
increased harvesting machinery capacity, in its statement "... we are at
present working on machines which will harvest 20,000 kilograms to the
hectare”,.

29/ These high-tech manufacturers have maintained their sales with the
help of four-wheel drive tractors. Moreover, it has been observed that the
more sophisticated the equipment, the more buyers remain faithful customers of
the official agents and their networ¥s. Thus selling specialized high-tech
equipment involves seeking support from an already established distribution
network, since small firms cannot afford the costs of setting up and rur.aing
such a network.
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The only reservation to be made on this point concerns the fixed
equipment used alongside heavy machinery in order to intensify special plant
production (arboriculture, horticulture, floriculture), and indoor animal
husbandry (poultry, pig and indoor cattle farming). With the exception of
milk and poultry production, which are dominated by firms with ramifications
through farm and food equipment,égl the production of this equipment (post
harvesting and on the spot primary processing material equipment for stocking
and preparation of inputs used for animal and plant production; buildings;
greenhouses; irrigation equipment; automatic management systems for buildings
or machines; material for equipping buildings for animals or greenhouses) is
spread among a great number of small firms which have few techmical or
commercial links with each other. These markets which are as yet scattered
and tight should develop rapidly in coming years with the new wave of
intensification of plant and animal production. This trend should in turn be
transferred to the farm machinery industry. If this is not done,
industrialists who dominate today the tractor manufacture will have to face
three basic changes. From the technical point of view, the heavy mechanical
equipment will lose its leadership, benefitting much more complex
bio-electronic systems, from an economic standpoint, tractor companies will no
longer be of key importance in this branch and from a commercial point of

view, this new demand for equipment should restimulate production.

30/ It may be estimated, as far as this specialized equipment is
concerned, that in reality four or five companies operating at an
international level have shared out the market among themselves: Alfa Laval
and Gascoigne in the dairy equipment market, for example.
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For the guidance of our publicaticmns programme in order to assist in our
publication activities, we would appreciate yocur completing the questionnaire
below and returning it to UNIDO, Division for Industrial Studies, P.0. Box 300,
A-1400 Vienna, Austria

QUESTIONNATIRE

The present situation of the agricultural machinery industry in
North America and Western Europe

(please check appropriate box)

yes no
(1) vere the data contained in the study useful? i:? L:7
(2) Was the analysis sound? 7 17
(3) Was the information prcvided new? £i7 L:?
{4) Did you agree with the conclusion? 1:7 1:7
(5) Did you find the recommendations sound? /17 1:7
(6) Were the format and style easy to read? Li7 [:7

(7) Do you wish to be put on our documents
mailing list? 1:7 [:7
If yes, please specify
subjects of interest

(8) Do you wish to receive the latest list L:7 L:7
of documents prepared by the Division
for Industrial Studies?

(9) Any other comments?
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